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Capital Formation, Saving, and Credit 

X OTAL first-quarter investment was 
about the same as in the last quarter 
of 1963. Domestic fixed capital out­
lays were slightly higher and net foreign 
investment was up sharply, but these 
movements were offset by a dip in the 
rate of inventory accumulation. Per­
sonal saving was unchanged, and a 
sharp rise in corporate cash flow offset 
a substantial increase in the Govern­
ment deficit on income and product 
account, stemming from the initial 
effects of the Federal tax cut in early 
March. 

Monetary policy continued to be 
one of relative ease, and the banks 
added a near-record volume to their 
loans and investments. Most non-
bank intermediaries continued to lend 
at record rates. 

Interest rates have shown little 
change so far this year. Short-term 
rates have fluctuated somewhat, but 
are now about where they were at 
yearend. Long-term rates on Govern­
ment and prime corporate seciuities 
have continued to drift upward, but 
rates on mortgages, municipal, and Baa 
corporate bonds are unchanged. 

Financial developments in 1963 

Gross private domestic investment 
moved up sharply in 1963, to a total of 
$82K billion, $3Ĵ  billion over the 1962 
rate. The advance within the year 
was even more pronounced—from $78 
billion in the opening quarter to $87 
billion in the fourth. Net foreign in­
vestment also advanced and averaged 
$K biUion above 1962. 

The rise in private investment was 
matched by a $2}^ billion increase in 
gi'oss corporate saving, a $}i billion 
advance in State and local government 
surplus, and a $1% billion reduction in 
the deficit of the Federal Government. 

Personal saving showed little change 
from 1962. 

The monetary authorities maintained 
a policy of relative ease during most 
of last year and bank lending 
r e m a i n e d a t t h e r e c o r d pace 
attained in 1962. The net flow of 
savings to nonbank financial inter­
mediaries continued to expand and in 
1963 lending by these institutions ag­
gregated $24J^ billion, up $3 bilhon 
from the 1962 rate. 

With a generally easy monetary 
policy, and a rise in corporate internal 
funds that kept pace with the increase 
in corporate investment outlays, it was 

possible to finance last year's record 
investment w t h only moderate upward 
pressure on interest rates. Most long-
term yields drifted moderately upward 
or stabilized. Short-term rates rose 
sharply during the summer. 

Credit easier in current expansion 

Financial conditions have been much 
easier during the cm'rent expansion 
than in either of the two earUer cyclical 
recoveries following the Treasury-
Federal Reserve accord of 1951. In­
terest rates have shoAvn relatively little 
rise since the 1961 trough. During 
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[Qilllons of dollars] 

Sources, total. 
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Retained profit'... 
Depreciation 
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StocliS.. 
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other debt 
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1. Data for 1940-66 may bo found In Table V-10 of U.S. Income and Output; 1966-69 estimates are in table 34 of July 1962 
Survey. 

2. Excludes banks and insurance companies. 
3. Includes doplotion. 
4. Less than IfSO million. 
Sources: U.S. Department of Commerce, Oillce of Business Economics, bosed on Securities and Exchange Commission 

and other flnancial data. 
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the prior advances, they had increased 
markedly as the economy emerged 
from the recession and continued to 
rise. 

To a large degree, the dissimilarity 
in the behavior of borrowing costs 
reflects differences in the volume of 
commercial bank lending and investing 
activities. In earlier periods, total 
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SURVEY OF CURRENT BUSINESS 

commercial bank lending was reduced 
by reserve pressures applied by the 
monetary authorities as the economy 
expanded. The banks were able to 
accommodate the added corporate and 
consumer loan demands which accom­
panied the upswing in economic activity 
only by substantially reducing their 
purchases of mortgages and State and 
local government securities, and by sell­
ing large amounts of short-term Treasury 
securities. 

During the current rise, bank reserves 
have not come under similar pressure, 
so that commercial banks have been 
able to lend larger sums during the 
expansion than they had during the 
recession. They have continued to add 
substantially to their portfolios of tax-
exempt securities and real estate mort­
gages, while at the same time accom­
modating heavy demands for business 
and consumer credit. On balance, hold­
ings of U.S. Government securities have 
been about maintained over the current 
expansion. 

Among otlier differences between this 
and earlier expansions, the Federal 
Government this time has run a deficit 
well into the expansion period; during 
the previous postwar advances, the rise 
in tax receipts tended to bring about a 
surplus in the Federal account. The 
cash flow of nonfinancial corporations 
has expanded quite sharply during the 
current upswing, more than matching 
the rise in plant and equipment outlays. 
During earlier advances, cash flow had 
declined as plant and equipment e.x­
penditures rose—a development that 
led to a substantial volume of new 
capital issues. 

The personal saving rate has hovered 
around Tji percent throughout the 
upswing and persons have invested 
record amounts in the liquid liabilities 
of financial institutions. In earlier 
advances, tlie saving rate declined 
during the recovery phase, and later 
rose as the expansion proceeded. Fur­
ther, there had usually been a marked 
shift from liquid claims to marketable 
securities, as interest rates on the 
latter moved up. 

Financial Ins t i tu t ions 

The expansion in bank credit and 
deposits during 1963 almost matched 
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the record pace of 1962. The flow of 
savings into nonbank financial institu­
tions continued to increase. Short-
term interest rates moved up sharply 
in the summer, and have since stabi­
lized. Long-term interest rates drifted 
upward throughout the year. 

Monetary policy relatively easy 

As in other recent years, monetary 
policy tried to achieve two objectives: 
the provision of an adequate credit and 
monetary base to support continued 
business expansion, and reduce the 
balance of payments deficit. In pur­
suing the first objective, the Federal 
Reserve purchased a near record volume 
of U.S. Government securities iov the 
year as a whole. In pursuing the 
second, it raised the discount rate in 
July and reduced open-market pur­
chases during the summer. 

Total bank reserves at yearend were 
approximately $700 million above a 
year ago. The principal facttir in this 
advance was the stepped-up pace of 
open-market purchases, which totaled 
$3 billion. In addition to supporting 
the increase in bank reserves, these 
heavy purchases offset the cfl'octs of a 
$)^ biflion gold outflow, and a $2 
billion increase in currency in circu­
lation. 

During the summer, the Federal 
Reserve attempted to limit the drain 
on our balance of payments by increas­
ing domestic short-term interest rates; 
discount rates were raised from 3 to '3% 
percent in July, and open-market piir-
cliases were reduced for the next few 
months. Also during July, the Federal 
Reserve increased to 4 percent the maxi­
mum rate of interest that member banks 
could pay on time certificates of deposit 
with maturities of 90 days to 1 year, in 
order to allow the banks to compete 
more effectively for foreign funds. 
While this latter move helped moderate 
the balance of payments, it had the 
effect of freeing reserves for domestic 
credit expansion by promoting switches 
from demand to tune deposits. 

Bank credit continued rapid expan­
sion 

Bank credit continued during 1963 
the rapid expansion begun in 1961, with 
loans and investments increasing $18 
billion, about the same as in 1962. 



Hay 1964 

Time and savings deposits rose $14 
billion and demand deposits over $3 
billion. 

Bank lending was marked by 
continued expansion of the amounts 
lent to private borrowers and State and 
local governments. Mortgage loans in­
creased over $5 billion as compared with 
a rise of $4 billion in 1962. The 
increase was persistent and steady 
throughout the year. Business and 
consumer installment loans, at $4K 
billion and $3 billion, respectively, were 
both $K bUlion greater than in 1962. 
Purchases of tax-exempt securities con­
tinued in 1963 at a rate somewhat higher 
than that of 1962; almost $6 billion in 
such securities were added to bank 
holdings. Holdings of U.S. Govern­
ment securities were reduced by $3K 
billion in 1963, mostly in short-term 
securities. 

Not all these portfolio changes can be 
attributed to a search for higher yields 
to offset higher interest costs on the 
expanded volume of time deposits. 
The recent willingness of commercial 
banks to extend their commitments in 
tax-exempt securities and in mortgages 
has reflected in part the large expansion 
in bank lending power. Bank portfolio 
operations during the easy money 
periods associated with the recessions 
that reached bottom in 1954 and 1958 
illustrate that banks mvest in tax-
exempts and mortgages during periods 
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of reserve ease, and not during periods 
of stringency. 

The heavy volume of time deposits 
generated last year is in line with recent 
trends and contributed to the ease in 
bank lending. The increase in allow­
able interest rates encouraged a greater 
growth of time certificates of deposit 
this year than last. 

The expansion of bank credit con­
tinued into the openmg months of 1964. 
The rise in total bank loans and invest­
ments was larger than during any of the 
last three quarters of 1963. With the 
pace of lending to private borrowers 
and State and local governments off 
somewhat, the banks were able to step 
up then- purchases of U.S. Government 
securities. 

Other savings institutions 
Savings institutions other than banks 

increased their assets by $24K billion 
in 1963; this was $3 billion more than 
in 1962 and the largest on record. All 
major types of savings institutions 
shared in the advance, with the sharpest 
gain by savings and loan associations. 
The institutions stepped up theh' mort­
gages and other lending at an even 
faster pace, financing the excess either 
by increased borrowings, or by a sale 
of Government securities. 

The asset growth of savings and loan 
associations accelerated in 1963. The 
$13/^ billion increase in assets was $2 
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Tabic 2.—Sources and Uses of Corporate Funds by Industry, Years Ended December 31, 
1960-63 1 

[Billions ot dollars] 

Sources, total 

Retained proflts^. 
Depreeiotlon 
External long-term sources' 
Sbort-term sources' 

Uses, totol 

Plont and equipment 
Inventories (book value) 
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Casli and U.S. Government 

securities 

Discrepancy (uses less 
sources) 

1. Data for tho year ended Ju 
30, 1068, on p. 22 of tho Novembe 
ocr 1062 Survey, and for the years ( 

2. Includes depletion. 
3. Includes stocks, bonded de 
4. Less than $60 mUUon. 
6. Includes short-term bank 1( 

i n,,,,^™™: U.S. Department of ( 
: and other financial data. 
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bilhon above the 1962 pace. The 
growth in shares, $11 biUion, failed to 
match the increase in mortgage lending. 
The associations accordingly stepped up 
their borrowings from Federal Home 
Loan Banks to a rate double that of 
the last 2 years. There was no change 
in the pace at which the associations 
added to their liquid asset holdings. 
Savings and loan associations have 
stepped up their activity in financing 
apartment-house construction: formerly 
negligible, such construction accounted 
for 22K percent of the net total of 
mortgages made by savings and loan 
associations last year. 

In the fh'st quarter of 1964, the spread 
between share growth and mortgage 
lending widened further. The latter 
continued at the same pace as in the 
first quarter of 1963, but share growth 
in 1964 was 23}̂  percent less than in 
the same period of 1963. The gap was 
bridged by an increase in borrowing. 

Mutual savings banks committed a 
net total of $4 billion to the mortgage 
loan market in 1963, $1 billion more 
than in 1962. Deposits moved mod­
estly ahead of the 1962 pace %vith an 
increase of over $3 billion. With 
mortgage loans rising faster than de­
posit inflows and retained profits, the 
mutual banks sold off Federal and 
municipal securities. 

Assets of life insurance companies 
rose $7)̂  billion in 1963, $1 billion more 
than in 1962. The increase in assets 
was channeled into mortgages and 
corporate and foreign bonds. Life car­
riers made substantial investments in 
foreign securities during the first half 
of the year; after the proposal of the 
interest equalization tax, such investr 
ment fell off. As was the case Avith 
commercial and mutual savings banks, 
part of the excess of private lending 
over total funds available to life insur­
ance companies was financed by the 
sale of Federal securities. 

Financial markets 

The cost of money rose moderately 
in 1963, with both long- and short-
term interest rates moving upward. 
So far in 1964 short-term rates have 
continued stable, while long-term yields 
have continued their upward drift. 

Long-term rates have tended to move 
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up over the past five quarters, and there 
have been marked shifts in the yield 
relationships. Yields on long-term 
Government securities increased at a 
faster rate than those on either corpo­
rate or State and local securities of simi­
lar term. In part , this difference can 

Table 3.—^Personal I n v e s t m e n t and Related 
F inanc ing , 1959-63 ' 

IBilUons of dollars] 

Now nonfarm liousing. 
Noncorporate inven­

tories and fixed in-

Rosidontial mortgage 
debt, gross of amor-

Business and farm 
debt 

1959 

36.9 

19.2 

17.7 

30.3 

21.9 

8.4 

1060 

36.8 

18.0 

17.0 

27.4 

20.2 

7.2 

1901 

35.1 

16.7 

18.4 

.10.8 

22 0 

8.8 

1062 

39.5 

17.6 

21.8 

37.0 

24.6 

12 4 

1963 

40.2 

18.0 

22.2 

46.7 

28.4 

12 3 

1. Estimates for tlio 1040-57 period may bo found on p. 15 
of the April 1001 Survey, and for 1068 on p. 13 of the May 
1963 Survey. 

Sources: Securities and Exchange Commission, Federal 
Ilomo Loan Bank Board, and U.S. Department of Com-
morco, Offlco of Business Economics. 

be accounted for by the reduction in 
demand that took place as financial 
institutions moved out of Treasury 
securities. In part, it reflected an in­
crease in the supply of long-term 
Treasury securities through advance 
Tefundings. In 1963, the Treasury 
sold almost $4 billion of bonds with a 
maturity of 10 years or longer, $2 bil­
lion more than in 1962. At the same 
time new issues of State smd local 
securities were up $1K billion and 
corporate bond issues were also up $1% 
billion. 

Following the July increase in the dis­
count rate, there was a rapid rise in 
money rates in the summer months. 
Yields on Federal securities of 1 year 
or less increased about 40 basis points. 
Prime commercial paper rose 50 basis 
points between June and September. 
Finance company paper and bankers' 
acceptances followed closely behind at 
about 40 points. Since September, 
most short-term rates have stabilized 
a t these higlier levels. 

Stock jjrices rose in surges through­
out last year and well into the current 
•period. During 1963, the rise in stock 
prices was associated with a sharp 
expansion in market credit and, ap-
.parently, with little help from the small 
investor, to judge from the behavior of 
mutual fund and odd-lot transactions. 

SURVEY OF CURRENT BUSINESS 

Since margin requirements were raised 
last November, stock market credit 
has declined, and there has been some 
indication of increased participation by 
small investors in the market. 

Issues of mutual fund stock rose 
in 1963 from the low level brought on 
by the market break in 1962, but have 
not yet regained their very high 1961 
pace. Investor emphasis shifted to 
more conservative funds, particularly 
those featuring bonds and blue-chip 
stocks. The funds concentrating on 
growth stocks which had enjoyed popu­
larity in 1961 and which suffered the 
largest declines in the 1962 market 
break have not yet begun to approach 
earlier levels. 

Odd-lot activity in 1963 was featured 
by a cautious increase in participation 
as the year progressed and stock prices 
rose, but the 1961 level of participation 
in market trading by odd-lotters was 
not reached either in 1963 or so far in 
1964. In addition, odd-lotters were 
sellers on balance throughout 1963, the 
opposite of their normal position. So 
far in 1964, odd-lots sales have about 
equaled purchases. 

C o r p o r a t e F i n a n c e 

During 1963, corporations increased 
their fixed investment spending by 
$2 bilhon over 1962. The rise m 
investment was more than matched by 
an increase in internal funds. Corpo­
rate long-term external financing aggre­
gated about the same in 1963 as in 
1962, and liquid asset accumulation 
was about the same in both years. 

Corporate investment and working 
capital up 

Corporate plant and equipment out­
lays in 1963 increased $2 billion over 
1962 and apartment-house building 
was up about $1 biUion. Each quarter 
in 1963 registered a gain and by the 
fourtli quarter the rise since the begin­
ning of the year approximated $4 
biflion. Investment increased little 
from the fourtli quarter to the first 
quarter of 1964, but for the year iis a 
whole the rise is expected to exceed 
last year's. 

Gross M'orking capital of corporations 
increased $24 billion in 1963, $3 billion 
more than in 1962. Practically all of 
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the rise was in accounts receivable, 
which were up $13 billion. The "other 
asset" item rose $7 billion, while in­
ventory accumulation was about un­
changed at $4 biUion. The increase in 
working capital was accompanied by a 
rise in borrowing from banks which 
totaled %1% biUioh more than in 1962. 
Accounts payable rose $6K billion com­
pared with a $5K biUion increase the 
previous year. 

Internal funds of nonfinancial corpo­
rations—undistributed profits and de­
preciation—rose about $2% biUion in 
1963, $3 billion less than the 1962 rise. 
The rise in the earlier year was unusu­
ally high owing to the introduction of 
more liberal depreciation aUowances 
and the investment tax credit; last 
year's increase reflected mainly higher 
business activity. 

Preliminary first-quarter reports indi­
cate that before-tax profits were $1)^ 
biUion higher than in the final quarter 
of 1963. Retained earnings rose $2J^ 
billion, of wliich $1}^ biUion was due to 
the tax cut and $% billion to higher 
earnings. At the same time there was 
a temporary pause in corporate invest­
ment outlaj'^s. 

Equity financing off 

Corporate managers are turning more 
to debt than to equity to finance ex­
pansion, and equity retirement also is 
rising. The result has been a signifi­
cant decline in the supply of new stock 

Table 4.—Personal Consumpt ion Expendi­
tures and Related Financial Flows, 
1959-63 » 

[Billions of dollars) 

Personal consumption ex­
penditures, total 

Durables only 

Consumer borrowing' 
Secured by durables'.. 

1069 

313.6 
43.6 

48.8 
31.8 

1960 

328.2 
44.9 

50.4 
32.1 

1001 

336.8 
43.0 

50.2 
30.0 

1962 

365.4 
48.2 

67.0 
36.6 

1963 

373.1 
61.5 

61.9 
30.0 

1. Estimates for tho 1946-67 period may bo found on p. 16 
of tho April 1001 Survey, and for 1068 on p. 13 ot the May 
1003 Survey. 

2. Gross of payment on installment debt. 

Sources: Board of Governors of tho Federal Reserve Sys­
tem, and U.S. Department of Commerce, Offlco of Business 
Economics. 

issues in recent years and in 1963 
retirements exceeded new issues. 

New stock issues reached their post- f 
war peak—$3)^ bUlion—in 1961, when 
the investors' interest in new issues was 

.1 
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high. Since then, total new stock 
issues have declined, to under $1K 
biUioii in 1903. 

The steady buying of equities by 
institutions has reduced the net supply 
of seasoned stocks to the market. In 
particular, the fast growth of pension 
funds has contributed strongly to the 
demand for stocks. The price ri.scs 
resulting from tliese conditions have 

INTEREST RATES 

Long-Term Yields Hove Drifted 
Upward in Recent Months 

;̂ Pcrcent 

ts.c 

3.5 

3.0 

New Corporote Bonds 
Rored Ao 

(Seas. Adjusted) 

Long-Term U.S. 
Government Bonds 

I I • ' ' I I l l l . t J . l x i -LJ_ lJ_ l 

While Short-Term Rotes 
Hove Stabilized 

4.5 

Prime Commciclol Paper 
4-6 Months 

Motd,'-.. R FRU 

US Deparlmeot ol Commeice. Office of Brjsinpss Econornics ^'f 5-1? 

prompted corporate managers to pur­
chase more shares in the market for 
options, or retirement. 

Judging from registrations fUed with 
the SEC, there will be some increase in 
the new supply of equity issues in 19G4, 
but if issues by a major coinmunicatit)iis 
company and the space communications 
agency sponsored by the Government 
are set aside, then stock issues for this 
year are apparoiitly not out of line with 
the downward trend of other recent 
years. 

Net new bond issues during 1963 
totaled $5)^ biUion, up $)^ biUion from 
the previous year. There was a greater 
step-up in gross flotations as companies 
took advantage of favorable market 
conditions to refinance debt. New 
mortgage borrowing to tided $4)^ bil­
lion—up $K billion from the 1962 rate. 

Liquid assets up 

Corporations added $1 billion to their 
liquid asset holdings, about the same 
as in 1962. Purchases of U.S. Goxcrii-
ment securities iind of time certificates 
of deposit were higher, and holdings of 
currency and demand deposits wei'e 
fui'ther reduced. 

C o n s u m e r B o r r o w i n g U p 
A g a i n 

Household transactions generally ex­
panded in 1963, but the rate of increase 
was somewhat less than that for 1962. 
(Consumer outlays for autos and other 
durables averaged $3 billion, or 7 per­
cent higher last year; in 1962 such 
purchases had risen 10 percent. New 
home construction expanded modestly 
ill 1963, following a 5-perceiit rise in 
1962. (,\)nsumer, home mortgage, and 
noncorporate business borrowing was 
up 9 percent last year as compared with 
a 16-perceiit rise in 1962. Financial 
claims held by individuals rose by $39.5 
biUion in 1963 as against $38% billion 
in 1962 and less than $30 bilhon a year 
earlier. The other major component 
of saving, debt repayment, deviated 
from the pattern of slower growth: 
redccting tlie increased debts contracted 
in recent years, such reiiaymeiits rose 
$.')}̂  billion, or 9 percent, last year, in 
contrast to an advance of 7 percent in 
1962. 

Tlie personal saving ratio has hovered 
around its long-run value of 7 to 7% 
percent throughout the cuirent business 
expansion. This was in marked con­
trast to other periods when auto sales 
were high. 

Durable purchases spur credit in­
crease 

Automobile purchases last year 
totaled $22}^ biUion, ,$2 billion above 
the high 1962 pace. Auto production 
has moved to higlier levels at the 
beginning of each of the last three 

model years and is currently running 
at 1111 S million anmuil rate. 

Extensions of auto credit totaled $22 
billion last year, up somewhat more 
than $2 billion from a year earlier. 
The rise in extensions continued into 
the first quarter of 1964, when new 
borrowing totaled $23 billion at annual 
rates. 

Consumers stepped up their pur­
chases of other durables by 5/2 percent 
and of clothing by \% percent in 1963, while 
increasing their borrowing to carry such 
goods by S percent. Additional needs 
for consumer credit were met by per­
sonal loans—many for liigher educa­
tion—and by repair and modei'iiization 
loans. 

With debt repayments totaling $55 
billion, the net increase in consumer 
installment credit iimounted to $6/4 
billion, about $1 billion more than the 
rise in 1962. All types of lenders 
increased the rate of net lending: 

T a b l e 5 . — P e r s o n s ' F i n u n c i u l A s s e t A c c i i m u -
l u t i o n a n d D e b t O p e r a t i o n , 1 9 5 9 - 6 3 ' 

[nillit.nscifdolliir.':] 

Financial Asset Accumulation 

Life insurance and pension 
reserves 

insurance reserves , 
Pension reserves 

Ottier financial assets 

Fixed-viiiuo claims _. 
C u r r e n c y nnd d e m n n d 

<ieiK>sits 
T i m e and savings depos­

its a t b a n k s 
SavinK and loan and 

credi t union sliaros 
U.S. savings bonds , series 

A t b r u K . . 
Marke t able securities 

U.S. G o v e r n m e n t . -
S ta te and local govern­

men t ___ 
Corpora te and other 

securities 

Retirement of amortized 
debt 

Nonfarm residential mor t -
i;iig(!s 

Cniisiiiuer ins ta l lment 
credit , 

N e w borrowing >. 

lU'sidcntial and business 
( t a b l e s ) . 

ConsnnuT and securi ty 
credit 

Net increase in debt-

Kesidcnliai and business 
Consumer and securi ty 

credit 

Financial asset accumulation 
less Increase in debt 

1969 

8.9 
3.5 
6.4 

21.5 

9.8 

. 3 

4.1 

7.2 

- 1 . 8 
11.7 
9.1 

1.8 

.9 

51.3 

8.7 

42. (i 

79.1 

30.3 

48.8 

27.8 

21.6 

0.2 

2.6 

19B0 

9.2 
4.2 
5.0 

10.9 

10.8 

- 2 . 2 

6.0 

8.2 

- . 2 
.1 

- 2 . 7 

1.7 

1. 1 

55.2 

9.2 

40. 0 

77.8 

27.4 

60.4 

22.6 

18.2 

4.6 

- 2 . 6 

1961 

9.9 
4.6 
.6.4 

19.9 

19.5 

. 6 

8.8 

9.4 

.8 

.4 

- 1 . 4 

1.0 

.8 

67.8 

10. 

47.7 

81.0 

30.8 

50.2 

23.2 

20.7 

2.6 

6.6 

1902 

38.7 

10.2 
4.8 
.6.4 

28.5 

29.0 

4. 

15.0 

10. 

.4 
•1.1 

. 5 

61.7 

11 

5(1.0 

94.0 

37.0 

57.0 

32.3 

26.9 

0.4 

6.4 

1963 

.39.5 

10.7 
5.1 
5.6 

28.8 

30.0 

fl. 6 

10.5 

11.8 

1.2 
J 2 

-'.2 

1.1 

- 2 . 1 

67.3 

-12.2 

66.1 

102.6 

40.7 

01.0 

35.3 

28.5 

(1.8 

4.2 

i . Kstiniali 's for the 1940-1)7 period m a y be found on p . 17 
(if the April 1001 Nurrey, and fur 1958 on p . 14 (if the M a y 
1903 .'Purvey. 

2. Ordss "f re t i rements . 
Sources: Securities and Kxcliaiigi' Ccinnnission, Federa l 

i l (nne Loan Hank Hoard, l ioord (if ( l i ivernnrsof the Fe<icrai 
Reserve Sys tem, and U.S . Depa r t i nen l (if Udnunercc , 
Oilice of Business Economies . 
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particularly commercial banks and sales 
finance companies. In addition to 
lending $2^ biUion directly to con­
sumers, the banks advanced $1% biUion 
to finance companies, thus financing—• 
directly or indirectly—two-thirds of the 
expansion in consumer credit. 

Mortgage borrowing continues strong 

Individuals continued to add sub­

stantially to their indebtedness on 

mortgages secured by one- to four-

Table 6.—Personal Saving and Investment 

a n d Related Financial Flows, 1959-6.S' 

IBillions of Dollars] 

I n v e s t m e n t in liousing and 
noncorporate bus iness . 

Less: . \ssoeiated borrowing 
r a p i t a l consumpt ion al­

lowances -

P lus : F inancia l assets and d e b t 
re t i rement 

Less: C o n s u m p t i o n bor rowing . 
Stat is t ical d i s c repancy_ , . 

E q u a l s : Personal savings 

'I 'otal uses of funds less (liscrep-> 
aney. j 

1959 

36.9 

30.3 

16.9 

81.7 

48.8 
- . 1 

23.0 

U8.6 

1960 

36.8 

27.4 

16. 5 

75.3 

.60.4 
- 3 . 9 

21.7 

116.0 

1961 

3,6.1 

30.8 

10.8 

87.6 

.60.2 
- 2 . 7 

27.6 

12.6.3 

1962 

39.6 

37.0 

17.7 

100.4 

.67.0 
- . 9 

29.1 

140.8 

1063 

40.2 

40.7 

18.3 

100.8 

01.9 
- 3 . 2 

29.3 

1.60. 2 

1. F.stimnles for tlie 1946-67 period may lie found on p. 20 
of tho April 1961 Survey, and lor 19.68 on p. 15 ol the .Mav 1963 
Survey. 

Sources: Board ol Governors of the Federal Reserve System, 
Securities nnd Exchange Commission, and U.S. Department 
of Commerce, Ollleo of Business l^conomies. 

family dwelling units last year. Such 
obligations rose $16}^ biUioii in 1963, 
as compared with $13}2 billion a year 
earlier. For the third successive year, 
the net increase in borrowing on such 
houses rose sharply, even though tlioi-e was 
little cliange in single family housing 
starts; in 1963, 977,000 single units were 
started, as compared with 968,000 in the 
previous year, 946,000 in 1961, and 
972,000 in 1960. However, according 
to the new Census Bureau survey sales 
of new one-family houses were up last 
year. 

Among the factors involved in this 
rise in borrowing relative to house sales 
were: higlier prices for houses; a lowei-
ing of downpayments; a continued 
growth in the trading of old houses; 
and increased borrowing for nonhousing 
purposes. No statistics are available 
to shed light on the relative portion of 
mortgage debt used for housing and 
nonhousing purposes. 

The very acti\-e demand for mort­

gages on the part of banks and other 
lending institutions efi'ected a gradual 
easing of mortgage terms. Mortgage 
rates held steady when most other 
long-term rates were drifting upwards, 
and maturities and downpayments 
showed a tendency toward liberaliza­
tion throughout the year. 

Although savings and loan associa­
tions account for the bulk of the 
mortgages made in this country, it is 
noteworthy that variations in commer­
cial bank participation accounts for 
most of the swings in total mortgage 
lending. Banks step up tlieir partici­
pation in periods when reserve positions 
are easy, and cut back drastically at 
other times. Thus, commercial banks 
actively sought mortgage loans during 
the 1954 and 1958 recessions, and cut 
back their commitments after a year 
of recovery. During the current up­
swing, bank reserve positions have 
remained fairly easy, and commercial 
banks have remained in the mortgage 
market throughout the period. Tlieir 
mortgage lending reached an aUtinie 
high of $5 biUion in 1963, up $1 biUion 
from 1962 and $3}^ bUlion from 1961. 

In the case of the other major mort­
gage lenders, the fiow into mortgages 
has been steadier. In part, this is 
because of a scarcity of suitable invest­
ment alternatives for savings and loan 
associations and mutual savings banks. 
Also contributing to this result has 
been the fact that the institutions are 
not subject to the direct effect of the 
reserve pressure associated with mon-
etiiiy policy. 

Debt service continues to rise 

As indicated in the chart on this page, 
there has been in recent years a con­
tinued growth in debt service charges— 
interest plus amortization—relative to 
income. The growth in this ratio has 
in recent years been much slower than 
in the early postwar period, but an 
acceleration of the upward movement 
is evident in the figures for the most 
recent year, reflecting the high volume 
of borrowing since 1961. 

G o v e r n n i e n t B o r r o w i n g 

The Federal Government's financial 
position improved moderately over the 
j'ear. Receipts grew faster than ex­

penditures, and the pace of Fedend 
borrowing slowed. State and local 
governments experienced a similar im­
provement in fiscal position, but their 
borrowing rose during the year, as they 
took advantage of favorable terms to 
reduce the cost of carrying their debt. 

Federal borrowing off 
Federal receipts rose $8 billion in 

response to the substantial improve­
ment in business activity last year. 
Expenditures rose $6 billion, and the 

DEBT SERVICE 
Repayments Ond Interest Cfiorges On 
Consumer an(i Mortgage Debt Continue 
to Rise 
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national accounts deficit was reduced to 
$2^ bUlion. Federal lending programs 
were unchanged in the aggregate: in­
creases in lending to savings and loan 
associations and to foreign entities were 
offset by net sales of mortgages out of 
the FNMA portfolio. The Federal 
Government cash balance was little 
changed from a year earlier. 

The improvement in the current-
account deficit was carried into the debt 
operations of the Federal Government, 
and its net debt (including agency) rose 
only $5 bUlion last year, as compared 
with a rise of $7K bUlion a year earlier. 

The national income deficit widened 
in the first quarter, as withholding taxes 
were cut and Government salaries in­
creased; the immediate impact of these 
two measures was to increase the 
government deficit to some $5}̂  billion 
at annual rates. 

Federal financing operations 

In addition to financing the $4 billion 
expansion in the net Federal Govern­
ment debt, the Treasury had to re­
finance approximately $30 bUlion of 
maturing securities, and elected to 
advance-refund another $14 billion. 
The Treasury again favored fairly 
short-term issues for raising new money. 

Last year's advance refunding was 
the largest for any of the 4 years since 
the introduction of this technique. In 
addition to the replacement of medium-
term securities by longer matui'ities, 
the advance refunding technique was 
also used to shift securities due within 
a year into medium-term securities. 
Last year's experience differed from that 
of 1962 mainly in that the operations 
were carried out on a bigger scale. 

The vast bulk of subscriptions for 
new cash were securities maturing 
within 1 year. However, there was a 
$1.9 biUion issue due within 7 years; 
and two small issues aggregating over 
$]i bUlion and due in more than 30 
years. 

As a result of last year's public debt 
operations, the short-term debt in the 
hands of the public rose $2 biUion over 
the year, while debt due in more than 
5 years was up $4̂ 2 billion. Inter­
mediate term issues due in more than 
1 but less than 5 years were down $B% 
billion. The balance of the increase 
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in public debt was accounted for by 
the first substantial increase in savings 
bonds issues in 10 years. 

The Federal Reserve System added $3 
billion to its holdings. Other groups which 
increased the pace at which they ac­
quired Fedei-al securities were State 
and local governments ($1)̂  biUion), 
and individuals ($1^^ bUlion, mostly 
savings bonds). The major financial 
institutions—commercial and mutual 
savings banks, and insurance carriers— 
liquidated Federal securities on balance. 

17 

Foreign and "miscellaneous" holders 
reduced the pace at which they acquired 
Treasury securities, whUe nonfinancial 
corporations showed little change. 

Among Federal agency securities 
there were sharp increases in the volume 
of Federal Home Loan Bank deben­
tures, and a reduction in the out­
standing volume of Federal National 
Mortgage Association debentures. In 
both 1962 and 1963, the net total of 
Federal agency security issues aggre­
gated about $lK billion. 

Tabic 7.—Public un«l Private Debt, End of Calendar Year , 1959-63 > 2 

[Billions of (lolinr.s] 

Total public and private debt 

Totol public debt 

Federal aovornment nnd ngenoy' * ' . 
Federal Government 
Federal agenc.v 

Stato and loenl governments« 
Stato govornnionts 
Local governments 

Total private debt 

Total, all corporations 
Long-term' 
Sliort-torm' 

Notes nnd nccounts paynbio 
Otiier 

Rnihvny corporations 
Long-term' 
Short-torin' 

Notes nnd necounts pnynlilo 
Otlier -

Nonrniiwny corporations 
Long-term' 
Sliort-term' 

Notes nnd necounts paynbio 
Other 

Total individual nnd noneorpornto 
debt 

Fnrm, totnl ' 
Farm mortgage , 
Farm production , 

Nonfarm, total 
Mortgage 

1-4 (nmily residential , 
Multifamily residcnlinl and 

commercial 

Otlier nonfarm' 
Comineroial 
Finnnclnl" 
Consumer 

Net debt 

lO.iO 1(100 1001 1(102 1U03 

81G.2 

208.8 

243.2 
237.2 

0.0 
na. 8 
13.7 
41.0 

547.4 

283.3 
120.3 
151.0 
S3. 7 
70.3 

12.1 
10.1 
2.0 
.S 

1.5 

271.2 
110.2 
1.12.0 
83.2 
08.8 

23.0 
11.3 
11.7 

241.1 
100.8 
124.3 

30.5 

80.3 
l.'i.3 
13.4 
r,i. 5 

890.2 

301.0 

241.0 
235.2 

00.0 
14.5 
4,'i. 0 

302.8 
130.1 
103.0 
80.7 
74.0 

11.8 
0.0 
2.0 

.0 
1.4 

200.0 
120.2 
101.7 
80.1 
72.5 

280.4 

25.1 
12.8 
12.3 

201.4 
174. 5 
134.2 

40.2 

80.0 
10.0 
14.2 
50.0 

313.1 

248.1 
241.8 

0.4 

05.0 
10.2 
48.8 

033.3 

323.0 
149.4 
173.0 
K>. 4 
78.3 

11.1) 
0.8 
2.1 

i!o 

311.2 
130. 0 
171.0 
04. 0 
70.7 

27.5 
13.9 
13.0 

282.8 
1(10.4 
14.'). 1 

ir>. 3 

02.4 
17.0 
10.9 
67.7 

1,018.7 

32D.7 

255.9 
248.1 

7.9 
73.7 
18.2 
,55.5 

C89.0 

347.4 
101.4 
180.0 
102. 5 
83.5 

11.7 
0.7 
2.0 
.5 

1.5 

335. 7 
151.8 
184.0 
102.0 
81.9 

341. 0 

30.2 
1,5. 2 
15.0 

311.4 
210. n 
157.2 

53.4 

100.8 
19.3 
18.3 
03.2 

1,093.6 

340.7 

201.2 
251. 0 

0.7 
79.0 
19.9 
.59. fl 

752.8 

374. 0 
174.0 
190. 0 
111.8 
87.9 

11.9 
9.7 
2.2 
.5 

1.0 

362.7 
105.2 
107.5 
111.2 
80.2 

378.2 

33.2 
in. 8 
10.4 

345.0 
234.2 
171.7 

02.5 

110.8 
20.1 
20.8 
00.0 

Gross debt 

1050 1900 1001 1902 1003 

980.1 

381.3 

321.9 
290.8 

31.1 
02.4 
17.2 
4.5. 2 

G01.8 

337.7 
150.0 
181.7 
100. 4 
81.3 

13. 5 
11.3 
2.2 
"!o 
1.0 

324.2 
144. 7 
170. 5 
99.8 
70.0 

204.1 

23.0 
11.3 
11.7 

241.1 
100. .8 
124. 3 

30.5 

80.3 
15.3 
13.4 
51. 5 

1,037.2 1,098.8 1,177.9 1,200.4 

389.2 

322.1 
200.2 

31.8 

07.1 
18.1 
40.0 

018.0 

301. 0 
108.0 
103. 0 
107. 0 
80.0 

13.4 
11.1 
2.2 
"!fl 
1.0 

348.2 
150. 9 
101.3 
100. 0 
84.4 

280. 4 

25.1 
12.8 
12.3 

201.4 
174. 5 
134.2 

40.2 

80.0 
10.0 
14.2 
.50.0 

402.7 

3,30.2 
290. 2 
34.0 

72. 5 
20.0 
52.5 

090.1 

38,5. 0 
180.4 
20.5. 5 
114. 5 
91.0 

13.2 
10.9 
2.3 
.0 

L7 

372.0 
100. 5 
203.1 
113.8 
80.3 

310.3 

27 5 
I3>J 
13.0 

282.8 
100. 4 
145.1 

45.3 

02.4 
17.9 
10.9 
57.7 

421.2 

340.3 
303. 5 
30.8 

80.9 
21.9 
69.0 

750.7 

41.5.2 
195.1 
220.1 
123.0 
97.1 

13.1 
10.8 
2.3 
.0 

1.7 

402.1 
184.3 
217.8 
122. 5 
05.3 

.30.2 
1,5.2 
1.5.0 

311.4 
210.0 
157.2 

53.4 

100.8 
19.-3 
18.3 
03.2 

431.5 

347.8 
309.3 
38.4 

80.7 
23.4 
03.3 

825.9 

447. 7 
211. 6 
230. 2 
134.1 
102.1 

13.3 
10.8 
2.4 
.0 

1.8 

434.4 
200.0 
233.8 
133. 5 
100.3 

378.2 

33.2 
10.8 
10.4 

34.5.0 
234.2 
171.7 

02.5 

110.8 
20.-1 
20.8 
09.0 

1. D n t a for State nnd local governments are for .lune 30 of each yenr. 
2. Es t imates for tlio period 1910 tiirougli 1050 appear in the .luly 1000 Survey: da ta for 1057 mny be found on p . 10 of tlie 

M a y 1802 Survey, nnd for 1058 on p . 10 ot tho Mny 1903 Survey. 
3. Includes cntogories of deb t no t subject to the s ta tu tory deb t l imit . 
4. N e t Federal Government dolit is dollned as tlie gross debt outs tanding less Federal Govornment securities held by 

Federal agencies and t rust funds, and Federal agency securities held by the U.S . Trensury nnd other Federal agenoles. I t 
thus equals Federal Government and agency debt held by tho publ ic . 

6. Detai ls of Foderni obligations m a y be found in the Treasury Bulletin. 
fl. Includes Stato loans to local uni ts . 
7. Long-term debt Is defined as having an original mntur i ty of 1 year or moro from date of issue; sliort-term debt as hav ing 

on original m a t u r i t y ot less than 1 year. 
8. Comprises debt of farmers nnd fnrm cooperntives to instituUonnl lenders a n d Federal Qovornment lending^ngonelos, 

and farm mortgage debt owed to individiinls and others; fnrmors' finnnclnl and consumer deb t is included u n d e r tho 
" n o n f a r m " category. 

9. Comprises deb t incurred for commercial (nonfarm), flnanclnl, nnd consumer purposes, including deb t owed b y fnrmers 
for flnaneinl nnd consumer purposes. 

10. Comprises deb t owed to bnnks for purclinslng or carrying securities, cus tomers ' deb t to brokers , and debt owed to 
life Insurance companies by iwlloyhoiders. 

Sources: U .S . Depa r tmen t of tlie Trensury; Board of Governors of the Federal Heservo Sys tem; Federa l H o m o Lonn B a n k 
Board; U .S . Depnr tmen t of Comijierco, Durenu of the Census, and Ollice of Business Economics. 
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'ahl«- ( ! .—Tola ! N o n f a r m Mort f tage D e b t 
by I t o r r o u i i i p a n d L e n d i n g G r o u p s , b y 
' l y p e o f P r o p e r l y ' 

[Billions of dollars] 

rotal nonfarm residential and 
commercial mortgages 178.7 194.0 212.4 

19.59 1900 1901 1902 1903 

Corponi te borrowers ^ 
Noncorpora te t iori 'owers. . . 

1-4 family residential mort­
gage debt 

.'>avings a n d loan nssocia-
tion.s 

Life insurance carriers 
M u t u a l siiviiiKs banks 
ron i iue r i cu l h a n k s . . . 
Federa l N'alional Mortgage 

.\ss()ciation 
Ind iv idua l s and o thers 3 

Multifamily renidential and 
commercial * 

Sav ings anti loan associa­
t i o n s . . 

Life insurance carriers 
M u t u a l saviniis l ianks 
Coiiiiiiercial t ianks 
Federa l Nat innnl Mor tgage 

.Vssociation 
Ind iv idua l s a n d others 

17.9 
100.8 

130.9 

40. 
23.0 
18.0 
19.2 

.5.0 

47.9 

3.0 
12.8 
8.0 
7.4 

.6 
1,5.5 

19.5 
174 

141.3 

5,5.4 
24.9 
18.4 
19.2 

52.7 

4. 
13.9 
8.5 
7.9 

22.0 
190.4 

15.1.1 

02.4 
2.5.8 
20.0 
20.0 

.5.4 
19.4 

59.3 

0.4 
1,5.3 
9.1 
8.7 

.7 
19.2 

236.4 

25. 8 
210.0 

70.0 

9.0 
17.1 
10.1 
10.3 

264..'! 

30.0 
234. 2 

182. ,3 

79.1 
27.3 
24.7 
25.1 

4.0 
22.2 

81.9 

11.8 
19.5 
11.5 
12.0 

1. Datefcir 1920-14 m a y lie found on p . 18 of tlie .septenilicr 
19.53 Surrey a n d for tbo 104.5-.50 iieriod on | i . 22 of the .May 
19,57 Survey; es t imates for 1957 are on p . 20 of the May 1002 
Survey, a n d for 10.58 on p . 17 of the M a y 1003 .'Surrey. 

2. T h e corporate mortgage delit total is include<i in the 
to ta l corporate long-term deb t outs tandini ! italilo 2). 

3. Inc ludes portfolio loans of the \ 'etei ans ' . \dni inistrat ioi i . 
4. T h e da t a represent iiuirtgaize lo.ins on commercial and 

residential i i roperty, excluding multifamily residential and 
commercial p roper ly mortgage cleht owed by cnriiorntions 
to o ther nonfinancial corporations. 

Sources: U .S . I l epa r tmen t of .Vgriciilture, . \gr icul tural 
l lesearch .Service; Board of ( lovornorsof the Kedcral System; 
Fede ra l H o m e Loan Hank Hoard; and r . S . Deimrlniont of 
Commerce , Ollice of Business Kconomics. 

State and local government 
borrowing 

The surplus of State and local gov-
ei'iiiiieiits—considered as a group— 
increased modei'ately last year, and the 
iniprovement has apparently continued 
into the current period. Nonethe­
less, State and local govei'iinicnts 
floated a record volume of bonds on 
the new-issue market last year. 

Since 1960, the easing of pressures on 
commercial banks had tiio effect of 
enlarging the market for State and local 
bonds. Whereas previously banks had 

SUKVEY OF CURKKNT BUSINESS 

only entered this market during tlie 
easy-money period associated with re­
cession, in recent years the commercial 
banks have been in the market for 
ta-\-e.\empt secuiities at all times. 
In each of the j'ears 1961, 1962, and 
1963, they tidded between $3 and $5 
biUion aniuiaUy to their portfolios, an 
amount roughly equal to three-fourths of 
the net increase in State and local debt 
outstanding over these 3 years. With 
such sizable additional funds entering 
the State and local market, the yield 
spread began to widen further.as State 
and local bond prices were bid up more 
than Federal bond prices. In 1962 and 
1963, the yields on State and local Aaa 
rated bonds have averaged 77 percent 
of those on long-term Federal securities. 

This yield spread between tax-exempt 
and Federal and other securities has 
encouraged some governmentid units 
to reduce costs by investing the pro­
ceeds of new security issues in time 
deposits or securities carrying a higher 
yield. 

In terms of interest costs, this tech-
iii(iue is equivident to refinancing. 
Ill terms of a balance sheet, however, 
the new technique dift'ers from a re­
financing since both tlic old and the 
new debt rciimin outstanding, while in 
a refinancing only the new debt reinains 
on the balance sheet. This tcchiii([ue 
was reflected in increased liquid asset 
holdings by State and local govern­
ments, which rose $4 billion—$1)^ 
biUioii more than in the previous year. 

The spurt in borrowing was most 
pronounced among revenue issues, 
which totaled $4 billion last year, 
$1K biUion above the 1962 mark. 
Bonds issued by special authorities were 

Mny 1964 

up $1 bilhon. Most other categories 
of tax-exempt bonds showed little 
change. 

As shown in the chart below, 
State and local government debt luis 
been one of the fastest rising debt 
categories over the postwar period. 
State and local obligations have risen 

PUBLIC AND PRIVATE DEBT 
Postwar Rise Centers in Privote ond > 
Municipol Obligotions 

Billions of Dollars 

1,200 

1,000 

45 50 55 60 65 

U S. Qepaftment of Commerce Otl'ce ot ausxtcss tconomics (i-5.Ii 

some 6 times, as compiu'cd with 4 times 
for corporate debt and 7 times for 
individual debt. This high volume of 
borrowing has been occasioned by the 
heavy demand for community facUities 
to service our growing population. 
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